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Human Resources Management in Hong Kong is becoming more sophisticated 
and professional than ever. Li particular two areas are attracting more and more 
managers�attention : Compensation and Benefits (C&B) and the Training and 
Development. This paper concentrates on the former but the best practices shown one 
major criterion for a successful pay management system is its tie with the employee 
development. 
There has been some controversies over the role that pay management can play 
in motivate and developing people. Only after we have a more balanced viewpoint 
over this question, we can then examine how pay management system can contribute 
to business success. This is the reason why the paper does not go into the topics 
direct. 
I would also like to thank for those had participated in the interview sessions 
sharing their precious time and experiences. I sincerely believe they should deserve 
most the credit for any contribution that this paper makes to the field. 
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EXECUTIVE SUMMARY 
Pay management is an enabling system contributing to competitive advantage 
and thus business success. It can serve to facilitate staff, performance management, 
employee development and organizational development. 
The best practices in pay management identified from various studies in US 
and Europe include simplicity and openness of the system, consistency in application 
across organizations, standardized process, management ownership of the process, pay 
for performance and competency with clear and objective measurement, link of pay to 
business success and employee development, use of variable pay, adaptability and 
incorporation of performance management as part of corporate culture. 
Since these best practices are primarily based on studies in US and Europe, the 
applicability of these ideal processes are examined in six Hong Kong companies of 
different industries and background. There are some variations found. Attempts were 
made to identify the relationships among the factors shaping the design of the pay 
management process in these companies. The most significant factors include 
corporate vision and mission, corporate culture and values, organizational structure, 
company size, HR leadership, employee profile, information technology and business 
environment. 
The best practices can be implemented effectively and serving the desirable 
results only under certain combination of the above factors. It is important to note 
that pay management is an integral part of a HR system, which in tum is an integral 
part of the overall management system. It does not exist in isolation and the best 
2 
practices rely on this interdependent relationship. For example, a simplified hiring 
process can lead to higher training costs after taking the candidate on board. 
Likewise, a simplified pay management process may demand more on-going 
supervision and supportive environment which demand more communication, source 




The business environment is becoming more globalized and competitive than 
ever. The changing legal requirements, business re-engineering, changes in social 
values, "merger-mania", issues on workforce diversity and technological changes all 
present new challenges to managers. Over the quest for sustainable competitive 
advantages, many companies have finally refocused their attention to within the 
organization and found that people are their key factors to business success. People 
management is a topic simply too important to overlook. 
Among the tools being used in people management, Compensation and 
Benefits (C&B) is a particularly interesting field to look at. C&B is broadly defined 
as the total reward system administered to the employees of a firm in retum for their 
efforts in achieving the organizational objectives. The major portion, if not all, of it 
will be the monetary pay. Frederick Herzberg's motivation theory said that pay is a 
"hygiene" factor and not a "motivator". This means, people will dissatisfy if they are 
not paid fairly but they will not be motivated even if they are handsomely paid. Pay in 
this sense become a necessary evil and managers need to look for more effective tools 
to attract, retain, develop and motivate their people. Herzberg's motivation theory has 
tremendous influence on subsequent studies and even the contemporary perspective 
towards pay management. 
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Pay Management as a tool to attain competitive advantage 
The traditional practice that American firms adopted in the 50's probably 
might not fit the business requirements of today. Li the past, a person's pay is 
primarily determined by the worth of job one holds. The pay practice remained 
remarkably stable over time and did not change with the environment. It is not 
surprising that under these circumstances, pay does not matter in business results. 
Theoretically this is not necessary to be so. An alternative view was to see 
C&B as an integral part of an overall people management program. With a supportive 
management environment and corporate culture, the creative and effective use of 
money can contribute positively to a competent and motivated workforce, which in 
tum will lead to a competitive edge for business success. 
Pay management may be operationally defined as an enabling system to 
achieve organizational objectives. A well established incentive system properly setup 
can: 
• attract and retain the right people to work in the right job in the right place 
at the right time 
• facilitate performance management 
• contribute to a workforce equipped with the right skill sets and 
competencies 
• help to develop and reinforce a corporate culture productive to business 
It is important to stress that a successful pay strategy rests on the combination 
of the company situation and other human resources strategies such as performance 
management and human resources development. The most successful pay strategy 
cannot work alone and is contingent on the mix of different factors and strategies. 
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Objective 
This paper aims to look at how pay management can give an organization the 
competitive edge in business. A literature review describing how pay management 
systems can enable a businesses to be effective is provided in Chapter H. The specific 
functions an active and creative pay management can serve a firm are also included. 
Chapter EI will review and examine the state-of-the-art compensation technology used 
by the successful companies in America and Europe. Some of them are generally 
applicable but due to the vast differences in business environments, company cultures, 
organizational structures and people, a single best practice simply may not exist. 
Since the best practices are primarily constructed from the European and US 
data, the aim of this study is also to see how well this model fits in other locations. As 
an international economic centre where headquarters of many multi-national 
corporation based in Asia Pacific, Hong Kong is the location selected for studying 
how the model can work in practice. Chapter JV will examine the actual 
compensation practices in a number of Hong Kong companies from different 
industries and background. The chapter will also try to explain the reasons for the 
derivation from the best practices identified earlier. 
Methodology 
Classical and contemporary theories on compensation and benefits will be 
reviewed. There are diverse views on the role of pay management in supporting 
business success. This study has taken the perspective of seeing pay management as 
part of a total human resources management system which enables or facilitate 
business success. 
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Existing studies on compensation process for the most successful companies 
in US and Europe will be looked at. Finally a few cases in HK will be examined, 
titerviews with the specialists in human resources department of various companies 
were conducted in January and February 1997. The interviews covered : 
• company information including company background, vision, perception 
on company culture and company structure 
• the pay management system including philosophy, process and practices 
The key findings were summarized in the case studies followed. 
Throughout this paper, the compensation process and pay management process 
will be used interchangeably. Pay is operationally defined as the total cash payments. 
This is a widely used definition in the field of personnel administration. Broadly it 
includes two categories : 
• Base pay which is guaranteed and not contingent on performance 
measurements of any kinds. This covers various kinds of cash allowances 
including housing, shift and any position allowance. 
• Variable pay which is either tied up with certain measurements or is 
discretionary in nature. 
Unless specifically mentioned, pay management when referred will include 
both of these payments. 
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CHAPTERH 
PAY MANAGEMENT AS A COMPETFTVE TOOL 
In Corporate America, companies are downsizing dramatically while pressures 
to ensure and maintain profitability are increasing. With the market and regulatory 
requirements are more complex and unpredictable, management is taking a global 
focus and a “one company philosophy��- leverage process and technology in 
worldwide operations. Re-engineering is intensifying and enhanced productivity 
through technology is a major theme. Areas and businesses without a sustaining 
comparative advantages are seriously considered for streamling or outsourcing. 
These trends are driving significant changes in the role and structure of the 
Human Resources Function: 
• HR strives to enhance business partnership with line functions and focuses 
on business priorities 
• HR seeks to reduce and realign resources with less administrative and 
takes up a more advisory role 
• for benefits program shift to defined contributions and performance-based 
and less entitlement 
• empowerment is promoted by extending HR tools to the desktop so that 
supervisors and employees have the access and capability to use 
This chapter will establish that pay management as a tool is helping managers 
to address some of these new challenges. First it is necessary to define the context by 
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looking at the historical debate over what pay management can do in modem 
management studies. 
Does Pav matter ？ 
Lawler (1990) believed pay system can motivate employees to perform 
effectively and create a culture people care about the organization and its success. A 
well designed pay system is also critical to attract and retain the right kind of talent an 
organization need to be effective. Good practice of pay management can encourage 
people to develop their skills and abilities in areas best aid the organization while at 
the same time creating a realistic cost structure given the kind of environment a 
business face 
This can be achieved through setting strategic objectives for pay system like 
pay for performance. Since a typical manufacturing firm spends about 40% of total 
costs as wages expenses, a suitable pay strategy can potentially lead to significant 
business contribution. 
Greer (1995) took an investment approach in Human Resources Management 
in general. He believed people should not be considered as variable costs. Livestment 
in human capital should be more careful since it might involve higher risks compared 
to fixed assets which do not have a mind of its own. Reward systems with can bring 
forth workforce behaviours that contribute to the smooth implementation of strategies. 
Human resource development system provide the workforce with skills required for 
implementing these strategies. A strategically oriented compensation system should 
include features like skill based pay, broad banding, team based pay, variable 
compensation and executive compensation. 
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Berlet (1991) also advocated the importance of pay management system to 
business success. A good pay system should include publication of bonus formula, 
broadened participation, diversification of performance measurements, deferral of 
payment, discretionary awards, diversification of compensation media and profit 
sharing. 
Jn his mind, the wheel of compensation policy included the policy hub at the 
center while performance, risk, timing, mechanics, medium and organizational 
structure are the factors to determine the best mix of base salary, annual incentives 
and long term incentives. They further tie in the compensation policy with the 
appropriate phrases in the Product Life Cycle (Development, Growth, Maturity and 
Decline) or Product Portfolio Management (Question Mark, Star, Cash Cow or Dog) 
by varying the mix and salary range in each scenario to optimize business results. 
So much for the theory. What really happens in practice ？ Unfortunately past 
data collected on pay do not show conclusive consequences or relationships with 
performance. Li Pay for Performance : History, Controversy & Evidence, there are 
wide differences in empirical test results on whether pay management can have 
positive impact on productivity. The relationships between pay and performance 
seemed to depends on how the experiments are structured : the personal profile of 
participant, the payoff rule in the management games, the frequency and. duration of 
the experiment. 
Thomas B. (1995) also commented on this difficulty in arriving at a firm 
explanation of pay's influence on productivity. He further distinguished two schools 
of thoughts : 
• Mrinsic Reinforcement - desired behaviours are best reinforced by the 
work itself 
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• Extrinsic Reinforcement - reward and recognition is a necessary condition 
to achieve desired behaviours 
The school of intrinsic reinforcement argues that pay reduces creativity and 
risk taking because they encourage people to do only what is needed to get a reward 
while regarding the work itself as distasteful. Moreover, it also creates competition 
and reduces co-operation among people, especially when the rewards are scarce. 
Finally, it creates only temporary compliance and ultimately leave people feeling they 
are being punished when a reward is taken away or not given. This school proposes 
instead that the work process should be made inherently fulfilling. 
Li contrast, the people who support the extrinsic reinforcement believe that the 
above points are not necessarily true and that behaviour is a function of its 
consequences. Behaviour will continue only if the external rewards confirm its value 
or if the behaviours become naturally fulfilling to the individual. An effective reward 
system should therefore be specific, meaningful, achievable and reliable. 
Despite these debates, there are already changes in the way people perceive 
this way of thinking. People now are increasingly believing that pay management has 
impact on the business success. It is not just a hygiene factor as proposed by 
Frederick Herzberg. 
If pay management is important, specifically, how can it serve to enable 
business achieve its goals ？ As an enabling technology we described earlier, pay 
management can facilitate staffing, performance management, employee development 
and organizational development, which in tum can contribute to sustainable 
advantages in the market place by having a more capable and motivated workforce 
over competitors. 
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That is, business success is a function of a motivated and competent workforce 
(plus other factors), which is tum is a function of pay. 
Business Success =f(MCW,".) 
MCW = f(pay, other components ofpeople management system,...) 
* MCW = motivated and competent workforce 
There will be interrelationships among the components of people 
management system 
Staffing : attract and retain the right people to work 
in the right iob in the right place at the right time 
Although pay is not the only factor people will consider in taking a job, it is 
one of the criteria for accepting job offer. Without a competitive pay structure, a 
company must rely on other compensating differentials to attract candidates of the 
right caliber since the qualified candidates can always find an offer at the market 
competitive pay. The natural selection process will result in the better performers 
leaving to join other companies if the pay structure does not recognize their 
contribution and value to the company. Since job searching is costly, information 
flow is imperfect and people has to a certain extent, an inertia to move, one may not 
expect a perfect relationship between the pay level and the quality of people being 
employed in the real world. However, competition for human talent in the long run 
will nevertheless result in people movement reflecting the pay differential. This is 
particularly true in fast growing economies where companies are chasing after a 
limited pool of qualified talents through the head hunting network. 
There are times when non-pay items have an advantage over direct cash 
payment depending on the specific management objective. Retention strategy is one 
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example. Direct payment in cash can only have lasting effects if done under active 
pay management. An alternative is to structure a deferred payment, stock grants or 
benefits in kind such as housing loan with some contractual obligation to stay for a 
fixed duration with the company. 
Another example is to serve tax effectiveness. Li some countries where the 
marginal tax rate is substantial, cash payment is usually not desirable since the extra 
payout is discounted by the tax factor. Benefits or other forms of compensation free 
from taxation is much more preferred from both the employees and company's 
perspective. Therefore it is important to emphasize that pay is the most important 
tool in attracting and retaining good people but definitely not the only tool. 
Performance Management 
It has been clearly established that incentive system can have significant 
impact on human behavior. Under the communist system where payoff is not linked 
with individual performance, people are not motivated to work and instead allocate 
most of their time and efforts in maintaining relationships with officials who control 
the resources. Another example is under the piece rate system, people tend to work 
more efficiently and pay less attention to quality of outputs, making measurement and 
quality control major issues. 
To use pay as a performance management tool, 
• the performance expectation of jobs must be clearly communicated 
throughout the organization 
• employee involvement in the performance management process 
• pay is differentiated by objective and performance measurements agreed 
between supervisors and employees 
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• if appropriate multi-level or even 360 degree performance feedback is 
desirable 
• the pay differentiation must be perceived to be meaningful 
• there is discipline and consistency in using the system 
• sufficient training for supervisors and employees to understand the system 
More details will be covered under the following chapter on best practices in 
pay management. 
Employee Development 
The key in long term business success calls for not only a motivated 
workforce, but the people hired must be competent and able to meet the new 
challenges in the market place continuously as well. There is where employee 
development comes into the scene. 
One effective way is to incorporate the development goals into performance 
measurements for both employees and managers. By doing so we link the 
compensation decisions with employee development. This will ensure that there will 
be some constant dialogue between the supervisors and employees and arouse the 
awareness that training needs are critical to future success. Moreover, managers often 
overlook the importance of training and development which are long term based and 
tend to focus on immediate performance issues. With the personal developmental 
goals established as one of the measurement of manager's performance, they will 
spend more time in employee coaching and identifying future gaps between the 
business needs and people resources in advance. 
Some companies are observed to link the pay levels with the developmental 
stages which are defined by different competency levels. The competency are in tum 
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determined by the top management as the skillsets critical to the company success 
after extensive external benchmarking and internal focus group studies. 
Organisational Development 
It can be seen that a properly setup pay strategy can have long term impact on 
business success through employee development. It can further facilitate organisatioal 
development when structure are implemented appropriately. 
Li recent years many big companies are heavily involved in delayering, 
rightsizing, optimization or reengineering of one form or other. The severance 
package is one form of pay management but not this study's major focus. The focus is 
how a good pay strategy helps to manage remaining employees under a different 
structure and environment. 
There are two common outcomes resulting from an optimization plan of big 
corporation, namely delayering and business alignment. The challenge confronting a 
pay system is how to ensure adequate room for salary management (and career 
development) under less layers in the organization. This is evident in the recent 
popularity of the wide salary band which again will be discussed in the following 
chapter. 
The rise of different salary programs and special incentive programs for 
different business units within the corporation is another pay management tools used 
to address these new business requirements in the post-optimization period. The new 
challenge facing human resources professionals is to balance the business needs 
against internal integrity among people in different business units at the same time. 
There is also an interdependent relationship between pay policy and the 
corporate culture of company. Corporate culture reflects people's value and is of 
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utmost importance to business success. People can achieve the organisatonal 
objectives because they are paid to do that. But would it be much better if they love to 
do it on their own (of course they still have to be paid for) ？ With corporate culture 
set the right scene, pay management can do a much easier and betterjob in attracting, 
retaining and developing people. 
On the other hand, the pay policy and strategy implemented can in tum shape 
the corporate culture of an organisation. It will be perceived by the employees as 
“window” to view how the management would like to run this organisation. To 
illustrate, some firms have a separate pay line or program for the marketing and sales 
department and a the general one for other departments. This gives the employees a 
good idea what are the management emphasis. A screening process will be carried 
out overtime, those employees who satisfy or accept the management philosophy will 
stay. The value system will be formed with heavy management influence and 
reinforced over time. 
Summary 
This chapter discussed how pay management can contribute to a competent 
and motivated workforce which in tum is important to help bring about for long term 
business success. Basically it serves to attract and retain the right people for the 
organization, implement more effective performance management and facilitate 
employee development and organizational development. 
It should be emphasized that pay is only one component of the people 
management system and cannot work alone. Moreover, there are several factors 
affecting its effectiveness. 
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t i the following chapter, the best practices on pay management will be 
identified from various benchmarking studies in Europe and America. The factors 
affecting their effectiveness will be examined and formulated a model explaining the 
relationships between these factors and the best practices. Some cases studies will be 
discussed in details to see how well this model will work in Hong Kong. 
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CHAPTERm 
PAY MANAGEMENT - BEST PRACTICES 
From several benchmarking studies on American and European companies 
conducted by Gunn Partners lnc, Saratoga, HRM Consulting, The Australian Human 
Resource Benchmarking Program, CERF, HACKETT and People Management 
Resources, the following “best practices" characteristics in pay management are 




• process standardization 
• management ownership of pay management process 
• control system 
• measurement system 
• pay for performance 
• pay for competency 
• direct ties to business success 
• variable pay 
• incorporate performance management as part of corporate culture 
• link to employee development 
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• adaptability 
• client satisfaction measurement 
• outsourcing 
• strategic centre 
As mentioned, these studies except for one are completed in Europe and 
America. A list of the participant companies is found in the Appendices One to Five. 
They cover a wide range of companies, for example, the Gunn report includes 
companies with size from US$668 million to US$25 billion and with active full-time 
employees from 3,100 to 230,000. 
These best practices are identified from the lower cost providers among the 
survey group of comparable companies in terms of size and pay management system 
sophistication. Statistics on separation, ratio of HR people to employees are also 
used, t i the Gunn study, the best companies can provide compensation services at 
one fifth of costs compared with other companies. Cost reduction results reported by 
"Practice Leaders" are impressive - typically a 25-30% reduction in HR headcount or 
prime costs is common. For example, according to the Hackett Report (Europe), the 
best practices leader spent about US1,000 on HR services per employee per year 
compared to the average of US$2,100 in the survey group, la CERF report, ratio of 
HR expenses to company expenses can range from 0.16 to 1.05, HR expense per 
company employees range from US$674 to US$l,901 enormous savings 
opportunities do exist. 
So far there is no attempt of similar studies on best practices done in Hong 
Kong. Jn 1996，there was some initial discussion among a group of Hong Kong 
companies but the project did not materialize because of the lack of support from the 
business community. 
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A group of human resources professionals in HK were interviewed by the 
writer in late 1996 and early 1997. Therefore, local examples will be drawn as much 
as possible to supplement findings from these studies. 
Simplicity and Openness 
One necessary condition of any good pay strategy is simplicity, this means that 
it can be understood by employees and supervisors, ff not, the effectiveness of the pay 
system will be very limited. 
This is particularly true for companies with manufacturing facilities where 
most of the employees comprising of manual labour who typically do not receive a 
high level of education. A sophisticated system in this case may not be desirable. For 
example, in Modem Terminals Limited, there is a force distribution of two 
performance ratings for all employees before the process and structure reengineering. 
The pay differentiation between employees who performed better than average and 
those who performed below average is also minimum. This is considered to be 
effective and fair as the need for performance differentiation is not really important 
and there is not much room for abusing the system. 
Generally it will also increase the people's acceptance if the system is more 
open. M many companies the pay management process is a “black box". Both 
employees and supervisors do not trust the system and they usually blame the human 
resources department for favoritism during grievances cases. In extreme cases there is 
little purpose in talking about pay for performance or expound any grand philosophy 
of what pay management can serve. People simply will not change their behaviour 
when they believe that management does not "walk their talk". Their attitude is to 
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wait and see, deciding whether to quit or stay and just satisfy the minimum job 
requirements. 
Li order to allow better employee and supervisor understanding of the pay 
system, communication and training are necessary. Sometimes the pay system may 
involve highly technical job analysis and evaluation during the system design process 
but it is usually not necessary to go into great details to understand its basic principles 
and practice. The following areas should at least be clear to the people : 
• the company pay philosophy 
• market benchmark the company is targeting 
• general update on the package competitiveness 
• how the compensation process runs 
• the roles for employees and supervisors 
• resources and tools available for help 
• channel for giving inputs and asking questions 
It usually takes time to make the system more open and “transparent��and 
management has to judge on when the people are ready to look at the sensitive data on 
pay matters objectively. 
Consistency 
Another factor affecting employees and supervisors' perception, buy-in and 
trust is the creditability of the pay system. It is therefore very important that the pay 
system is administered consistently. Consistency is the application of the same pay 
principles and process regardless of the business units and levels in the organization. 
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From time to time, there will be cases requiring judgment and very often 
managers are tempted to make "one time��exception t  solve the immediate problem. 
After all, it is all about people management and people issues are unique in every 
case. No people policy can be perfect and will cover all the possibilities. 
The pressure is particularly high when the issues involve senior management 
and people considered as having high potential. The paradox is, like all other people 
management policies, the pay policy generally aims to serve the business needs. The 
manager who must solve people related problems are limited in their options, by the 
existing policies. It takes good discipline and management sense to strike a balance 
between long term policy implication and specific business needs. Without a broad 
perspective, human resources management professionalism, good management 
understanding and partnership, the situations will become very difficult and always 
result in a win-lose outcome. The HR department may feel that they have to “twist，， 
the system to blend with the manager's view or, the managers are obliged to follow a 
“stupid��HR policy. 
There is no easy solution but the Best Practice data show the need for a 
consistent policy with the policy objectives and rationales clearly stated out. This 
common prior understanding is the foundation of a “win-win” partnership. During the 
formation of the policy, key people managers should be consulted for their inputs and 
views. Once agreed, managers should be educated and trained to know the policy and 
committed in implementation. When situations occur where there is a need to 
question fundamentally whether the pay policy is still appropriate or clearly beyond 
the original intent of the existing policy, there should be an established mechanism to 
review this policy. A broader management body such as a committee may need to be 
22 
organized to go through the same process of approval and asking for inputs, rather 
than letting the manager and HR to make an exception or not. 
Optimization adds another dimension to the problem. Many companies try to 
be reorganized along business lines in order to have global strategic planning. They 
bypass the bureaucratic red tape and have to be more responsive to market needs, ln 
the past, country management takes on an impartial role and maintain internal equity 
among departments. With global alignment by business this is no longer possible. 
The danger is even greater when people in the corporate headquarters who 
may know very little about the local business believe that they should make the final 
decision on people management in the local companies. It is highly impossible that 
they will understand the situation and make an informed decision. Without the 
broader management perspective and anxious to test its autonomy, each business may 
make exceptions when implementing. The result is that the situation goes out of 
control. 
Process Standardization 
This is particularly relevant to multi-national corporation and company with 
different business units or subsidiaries. One of the trend in optimization is to 
standardize common processes. The objective is to achieve maximum leverage on 
process investment and transfer the knowledge acquired to the fast track learning 
curve of operations in another company in a different country. 
There are huge differences in culture, business environment and practices 
among different countries. The drive for globalization and standardization must be 
balanced with the needs for local customization. There are strong tendencies for 
multi-national corporations to transplant the headquarters' way of doing things to its 
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subsidiaries to achieve globalization. An effective productive process of 
standardization should be the result of benchmarking studies of best practices, 
incorporating inputs and feedback from different areas before deciding whether it is 
beneficial to the company to standardize the process or not. It is possible to discover 
that not all process should be standardized. 
Human Resources Departments of many multi-national corporations have set 
up strategic centers responsible for research and development of the best people 
management technology with an aim to apply it in its subsidiaries around the world. 
Pay management process is usually one of which can be most easily standardized. 
The other one is the hiring process. Even with that, the experience of many multi-
national corporation in implementing basically the US pay system in Japan, Korea and 
China is still far from painless. 
Ownership of the Pay Management Process 
It is often thought that the pay management process is a HR process developed 
and held responsible by the HR Department. Survey findings show that the best 
companies think otherwise. 
According to the survey participants, the clients of HR Department are the 
managers, not the employees. Satisfied employees are the products of HR 
Department. And the way how HR Department achieves that is to provide a “tool 
box” for managers to address their people issues. The tools include people 
management processes and programs which are reviewed and used by managers. HR 
is consulted only if needed. Therefore, pay management as a tool is really the 
managers' programs and processes. HR is the “consultant，，or the business partners. 
Pay management process should be owned by the managers, not the HR Department. 
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This mindset may first appear to be trivial and indoctrinated but it proves to 
have tremendous influence on the ultimate success of a pay management system Only 
when the management takes up the ownership, they will be totally committed to 
provide input, implement, justify, defend and review the pay management process. 
Most successful companies in the benchmarking studies set up a People Issues 
Review Committee made up of the top management from different business units and 
supporting functions to review and discuss people management policies on a regular 
basis. This provides a clear signal to the whole organization the management 
emphasis on people and forms a role model to people managers further down the 
hierarchy. 
Control 
We have seen from the best pay management practices show that the pay 
management process is kept simple, open, consistent and standardized as much as 
possible. We also mentioned that managers typically take up the ownership of the pay 
management process. With these factors in place, the system should function well. 
However, like any people system, the pay management system is run by people and 
regardless of how good the policy and process is, how best trained the managers and 
employees are, there are still chances that things might go wrong. It is still important 
to build-in some waming mechanism within the system to make sure the process is 
functioning as desired. 
On matters concerning pay for performance and competency, no one is in a 
better position than the direct supervisor to assess their subordinates' performance and 
competency level. It is difficult to envisage the HR staff as being able to determine 
whether the managers' assessment is appropriate when they are seldom in contract 
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with the employees. Besides, they would not have the time nor the technical skills to 
do thatjob. 
Therefore the spirit of these mechanisms, should not be to control, challenge 
or limit managers�power in pay management. It is to provide additional information 
and to enable the manager to give more time for coaching and people development. 
The HR Department should no longer act as the “policeman��or “policewoman��. HR 
professionals should think and act as business partners if they want to be a partner to 
their clients. 
In the best practices studies, most successful companies require that all people 
managers to be fully familiarize with the company pay philosophy and policy. 
Training and communication sessions are arranged regularly. A clear guideline 
should be issued to managers on the pay program. It is still quite common to have a 
defined budget for managers to spend on annual salary increase exercise. The budget 
is typically defined by the people profile of direct reports like their position in the 
salary range or a forced distribution of a fixed percentage. 
The bad side of having a budget is making the annual salary adjustment 
exercise a zero sum game, lf a manager wishes to give a higher salary increase to a 
good performer, the money must come from someone else who may have also done a 
good job with solid performance. This makes the decision very difficult particular 
under a small group situation (imagine if the manager only supervises one person). 
Anything above the given budget must obtain higher level support. 
There is also a trend to move towards further supervisor empowerment. Some 
companies simply provide the information of competitive pay level and the expected 
market salary movement for next year and let managers to decide how to pay their 
people. There are three warning mechanism working in this scenario. 
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• One is the report sent to top management on the actual salary increase. 
Any extreme cases particularly if certain managers are repeatedly observed 
to have the tendency of mismanaging the salary increase will be 
highlighted and top management can query the rationale to see if it is 
justified. Any internal equity issues among business units and supporting 
functions should also be resolved here. 
• Managers are responsible for the “bottom line" of their business units or 
supporting functions. With the using of Activity Based Accounting, any 
excessive inflated salary will be reflected in the prime costs figure and 
managers have to justify for good business reasons. Power is attached with 
responsibility. Managers can choose to pay more to less people if so 
desired. 
• There are always informal channels feeding the information to relevant 
people within the organization. It is impossible to fool everyone for ever. 
Li companies with a more open system, the internal transfer requests will 
be another indicator of how good a manager performs. 
Pav for Performance & Competencv 
This section of the paper will discuss how the pay system is conducted and the 
criteria for deciding what the employees will be compensated for. An immediate 
response is to compensate the employees for achieving organizational objectives. The 
most common organizational objective is profit maximization. It is then not surprised 
to find from the best pay practices that pay decisions depend on how good the 
employees are. 
27 
There are two typical measurements on how well an employee performs : their 
competency level and performance level within the competency level. 
Most successful companies attempt to define the skills, knowledge and 
behaviors they need from their employees in order to compete successfully in the 
market. The usual practice is to conduct extensive external benchmarking studies and 
internal focus group discussions. The results from these studies after further 
consolidation and prioritization will be both the core competency which is needed for 
all employees for company success, and the functional / business competency needed 
for individual supportive functions or business units. Example of the core 
competencies include initiative, innovation, interpersonal effectiveness, market focus, 
value creation, leadership and problem solving. 
This should be emphasized that it is not an once-off exercise. The business 
environment and the market requirements are quickly evolving and so does the 
success factors like competency. There must be dedicated resources to constantly 
review and update the competency set required. 
The best pay practices show that companies�performance are based on 
whether their employees possess the required competency and how well they apply 
and demonstrate these competencies in their job. This is not only important that the 
company is paying for the right set of skiils needed, but also has longer implication on 
training needs and employee development. More will be covered on pay for 
performance in the following section on measurement. 
Pay for Contribution to Company Success 
and Variable Pay 
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Another best pay practices is to recognize individual contribution to company 
success. The reason is that very often employees do not see their impact on the 
overall business results as this is particularly remote in the case of a multi-national 
corporation or giant conglomerate. But this is what really matters to the company 
shareholders. Overlooking this factor may result in sub-optimization and hurt the 
company as a whole. For example, if a division know that a new product will infringe 
the market sales of the market of another business units of the same company, they 
may proceed and ignore the adverse impact if the compensation to decision makers, in 
this case the manager of the new products, are not linked to the overall company 
performance. 
One convenient way of doing this is to link part of the pay with the company 
profit. This is a conventional practice with sales and senior management but variable 
pay tied to overall company performance is growing popular even for junior staff and 
supportive functions. 
There are also other reasons that the best practices show a higher proportion of 
variable pay in the overall pay structure. The survey companies tie their variable pay 
target with both the company overall results and individual / team performance. The 
variable target is usually communicated in advance so that employees know exactly 
how much they will get if the company and themselves achieve their agreed goals. 
This provides additional motivation and incentive for better performance as the 
amount is once-off and thus usually more sizable in terms of visibility and 
recognition. 
Variable pay when tied up with business results and performance can be a 
partial solution to the agency problem. The agency problem arises out of the 
separation of ownership and management in modem corporation. Most companies are 
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owned by shareholders not directly involved in the day to day operations of the firm. 
Management and employees do not have a direct stake in the company and there is no 
guarantee that they will act in the best interests of the shareholders. The variable pay 
so set up effectively make the management and employees as "quasi-shareholders" 
who partly share the profit and loss of the company. 
Variable pay serves another function as pay conditioning. Most survey 
companies try to target their base pay at a target level like a selected market median. 
Compensation to employees compose of both the base pay and the variable pay 
portion. When the company is performing well as the other companies, employees 
will receive a variable pay amount at the market level and thus the overall package 
remains competitive. When the company is doing good well and the industry is not, 
the employee will still receive the variable pay while the other companies will not pay 
out the variable portion. This makes the overall package higher than one's 
competitors. The overall package will be below market if the company 
underperforms, and will be at the competitive level if both the company and the 
industry are not doing well. 
Company Performance 
Good 
Base : Competitive Base : Competitive 
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Variable pay also help to reduce the company risk exposure. Variable pay is 
proportionate to the business results. Employees have the chance to earn more when 
the business is good. The will be at risk of having nothing in variable pay during the 
bad times. This leads to a reduction of fixed overhead costs and the stress on cash 
flow during downturn of business cycle. By carefully selecting the timing of variable 
pay payout, it can also better match cash outflow with inflow over the business 
seasonal fluctuation. It is a standard practice among the terminals operations 
company to pay a substantial amount of variable bonus in August after their business 
peak in mid year. This serves to retain the people at least after the operations peak 
and reduce the cashflow needs over the year by matching the salary expenses with 
revenue. 
Edward E. Lawler believed that the minimum proportion of variable pay in the 
total compensation mix should be 5% in order to motivate employee performance. A 
higher proportion of 10-20% pay at risk will be required in order for it to become a 
significant motivator. Since company results are less controllable from an individual 
standpoint, it will need a more substantial portion than a variable pay tied to 
individual performance in order to be effective. 
Incorporating Performance Management as 
part of the Corporate Culture 
As mentioned earlier, there is an relationship between pay management system 
and corporate culture. The best practices findings show most companies emphasize 
the importance to incorporate performance management into part of the corporate 
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culture. When the performance management system, philosophy and practices 
become part of the employees' values, there will be less reliance on purely using pay 
as the weapon to induce improvement in performance. 
Some of the key values promoted by the survey companies as part of the 
corporate culture are summarized below : 
• Customer Focus 
This will include not just from the sales functions, but from everyone in 
the organization. This means that all people must understand the company 
success is decided by the people who buy their products. Employees must 
meet the needs of customers first, not the wishes of the bureaucracy. They 
have to perceive themselves as business partners. 
• Business Alignment 
Each business must understand the needs of its customers and set the 
competitive standard However, this will need extensive training 
particularly to work groups that are more remote from the businesses like 
the supportive functions. 
• Value Driven 
The concept of value must be behind everything and will be used to 
measure strategies, projects, programs, initiatives and individual actions. 
• Candid and Challenging 
Debate yields higher quality decisions and ultimately greater commitment 
when everyone can openly air their opinions. It means that employees may 
question assumptions and challenge the conventional wisdom. 
• Responsive 
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This is generally reflected by the awareness of the need to shorten the cycle 
time of everything do, cut the waste from our key processes and demand 
team implementation rather than team analysis. Very often both the people 
and the management are aware of this importance but the existing 
bureaucracy and insufficient communication still persists and to certain 
extent blocks significant improvements over this area. 
• Innovativeness 
This extends far beyond traditional research-related innovation. It means 
unleashing individual creativity up, down and across the organization by 
providing direction and then encouraging "outside-the-box" thinking. It 
should challenge people to look for breakthroughs rather than incremental 
improvement and can foster diverse approaches to problems and 
challenges by liberating the talents of employees. 
• Accountable 
Being accountable means defining who makes decisions and how we 
measure results. People are expected to want the freedom to act, to 
recognize and correct their own mistakes. Many companies often push 
decisions to the lowest possible level in the organization while pushing 
accountability in the opposite direction. 
• Individual Risk Taking 
Risk taking means exercising judgment based on personal knowledge and 
then having the confidence to commit the resources of this company. 
Results must be rewarded instead of conformity to instructions. It does not 
mean gambling. It means applying experience and judgment to available 
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data. People are expected to make decisions pursuing business goals and 
objectives, learn from mistake and identify additional coaching and 
training. 
• Leadership at all Levels 
Measurement 
We have looked at both how the pay system should be running and what in it. 
We see that the best practices studies show most successful companies are paying for 
performance, competency and business success. But how to measure performance, 
competency and business success ？ 
Management by objective is a tool commonly used among the survey 
companies. Employees are required to set goals annually. One common technique is 
to set SMART goal - Specific, Measurable, Achievable, Relevant and Trackable. 
Company vision, mission, company and group goals including manager's own 
priorities should be understood before setting individual goals. Supervisor should 
provide coaching and input on employees' goals and review on regular basis. 
It is important to incorporate specific measurements to the goals and agreed on 
so that misunderstanding and expectation mismatch can be minimized. It is a good 
practice to include at least one to two developmental goals in the goal setting exercise 
so that employee development are not overlooked. Moreover, team goals should also 
be included as appropriate. 
There may be unexpected changes in the business environment, organizational 
structure, management priorities and individual role over the year. Goals should be 
reviewed once in mid-year to incorporate the changes and reset goals on a needs basis. 
Sometimes by mid-year it is apparent that the goals set in the beginning of the year are 
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not likely to be met due to lack of resources or over-expectation. Alternatively more 
challenging goals may be appropriate. 
By the end of the year, a formal session focusing on future performance 
improvement should be scheduled. Prior preparation by both the employee and 
supervisor is necessary to make the meeting a productive one. ln order to ensure an 
objective measurement on goals achievement, inputs from people other than the direct 
supervisors are extremely helpful. A commonly used tools among the survey 
companies, multi-level feedback or know as 360 degree feedback, solicit inputs from 
selected managers, peers, subordinates and team members. Only people with 
sufficient knowledge to comment on job performance and likely to make objective 
comments should be invited to input. Specific observations and examples should be 
quoted to support any comments. 
Besides goals result measurements (what has been achieved), the best practices 
studies also show most companies put equal emphasis on how the goals are achieved. 
It is important to ensure an appropriate process is in place so that consistent 
performance level can be expected. 
During the performance improvement dialogue (more commonly refer to 
performance appraisal which conventionally tend to be past oriented), both employees 
and supervisors should have time to make inputs. Active listening is required to 
ensure two way communication are happening. It is helpful to discuss the reasons 
why the goals are achieved or failed with an objective to leam from past experiences. 
The dialogue should also cover the strength of employee to further build on, two to 
three areas to work on for further improvements and the specific plan including 
resources allocation to improve future performance. Reference from multi-level 
feedback should be drawn from time to time. 
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Link to Employee Development 
Pay management system cannot work alone. It must be integrated with other 
people management systems. One crucial link is with the Employee Development 
Process. 
Employee Development is the process of equipping employees with the 
necessary skillsets to perform their jobs and future role in the light of individual and 
company interests. The objective is to maximize individual fulfillment and 
contribution to the company at the same time. 
Contribution 
High 
Burn out Star 





(quotedfrom Dow People Success Workshop) 
Apparently the employment relationship will not last if it appears on the top 
left or bottom right comer. Employees should seriously consider whether to stay or 
quit if it falls on the bottom left comer. The desired outcome of Employee 
Development Process is to manage as many people as possible in the top right comer. 
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The Employee Development Process starts from analysis of individual 
interests and life goals, existing strength and weaknesses, to career aspiration in near 
and distant future. With company required competency defined, employee 
development is basically the individual progression plan through the different 
developmental stages that represent different levels of competencies. 
We have mentioned that competency is the skills, knowledge and behaviors 
employees need for creating company success. It is quite likely that every individual 
may have their own definition of personal success and these may not necessarily 
coincide completely with the company interests. Nevertheless, there is usually some 
overlap between the two which constitute to individual career. This is the foundation 
of a win-win situation and opportunities to move to the top right comer. 
One of the best compensation practice is to pay for competency. This is the 
link between pay management and employee development. This link is the key for 
creating and maintaining business success. 
Adaptability 
The best practices show that a good pay management system must be flexible 
enough to accommodate changes and different situations so that no frequent changes n 
system are required. This relates back to consistency and creditability. People and 
managers become disinterested and distrust the pay system if they have to readapt to 
the new process time after time within only short interval. 
This does not mean the pay management system is static. The best companies 
strike a balance and introduce the concept of quality management. Quality 
Performance means continuous improvements including both “fine tuning��as well as 
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significant breakthrough such as process reengineering. Through this the pay 
management system can better adapt to the external changes over time. 
Continuous improvement can only happen with measurement, performance 
standard and a base for comparison. It is observed that many best practice companies 
conduct client satisfaction surveys from time to time. This is an increasing trend for 
companies to spend more resources on employee opinion survey and the HR 
Department often solicits the managers�views on HR services frequently. 
The use of activity based accounting provide another measurements of HR 
performance. The data on prime costs needed to provide a fixed level of HR services 
is extremely useful in benchmarking how the HR Department is performing against 
other companies. An internal target can then be set up as the quality performance 
goal. This could be the amount of money to be spent on compensation process 
management. 
Besides measurements, HR Department of many companies find it very 
helpful to set out a service contract with their client so that both parties have a better 
understanding of the kind of service and the standard of service can be expected. This 
also facilitate the measurement of HR effectiveness and as a reference to client 
satisfaction. 
The HR service contract is a leap forward in creating strategic partnership with 
functions or business. Very often HR is blamed for not being responsive enough and 
not understanding the business needs. The service contract clearly states out what 
resources are needed to deliver that kind of service and then the client can decide to 
buy it or obtain this service through other channels. In this kind of relationship, HR is 
not only a cost center. It can be a profit center and bring value to the company by 
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providing more cost effecti ve and better service than otherwise. HR can be a business 
partner. 
Outsourcing and Strategic Center 
Another feature found among the common best compensation practices is the 
increasing trend of outsourcing as an option to providing personal services. Li the 
studies, the Human Resources Departments usually grow with the organization at the 
early stage. They become involved in more areas and gradually develop the 
specialized expertise in providing more functions like Compensation and Benefits, 
Training and Development, Recruitment and Litemational Transfer. There is a 
parallel development in the market where more of these products are available over 
time. The optimization plan and reengineering will follow whereby one of the 
outcomes is increased standardization of the HR process. This allows more 
opportunities to purchase an off-the-shelf product from the market with minimum 
customization and at a lower cost than providing the service intemally. Some HR 
Departments particularly in the multi-national corporation even set up their own 
purchasing division focusing on outsourcing and obtain the best deal through entering 
into global service provision contract and leverage their bargaining power. Typical 
items for outsourcing include 
• recruitment by employment agencies and executive search 
• training by training consultant and educational institution 
0 expatriate services by audit firm for taxation, transportation company for 
shipment, property agencies for house hunting 
• compensation survey by HR consultant firm 
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• information technology 
• legal 
Another related best practice is the emergence of the Strategic Center. It is an 
organization within the HR Department focusing on research and development of HR 
process and technology to be applied in its international subsidiaries. This is also 
made possible with the increasing standardization of processes in recent years. With 
more dedicated resources to closely monitor the latest technological changes and best 
practices in the market, this ensure that the pay management process is kept up-to-
date. 
Summary 
This chapter focused the best practices in pay management. Most of them are 
based on studies done in the States or Europe. In the following chapter, we will see 
how these best practices apply in the real world situations in Hong Kong. 
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CHAPTER IV 
PAY MANAGEMENT SYSTEM JN HK COMPANffiS 
To see how the best practices apply in HK, we will look into the real work 
application in three categories of company : 
• HK Local Company 
• Modem Terminals Limited 
• Dah Sing Bank Financial Group 
• HK Local Company with significant British influence 
• The Royal Hong Kong Jockey Club 
• Kowloon-Canton Railway Corporation 
• Multi-national Corporation in HK 
• The Dow Chemical Company 
• Intel 
• Mark & Spencer 
The criterion in selecting these companies are : 
• they are all located in HK 
• they are of considerable size and are reputable organization so that they 
will share some similarities with the multi-national corporation surveyed in 
the best practices studies 
• all seven of them represent different industries including leisure services, 
transportation, container terminals, financial, chemical, computer and retail 
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• assess to data 
We will have a brief company introduction for each of the seven companies, 
followed by key highlights of the pay management system. 
Modem Terminal Limited (MTL) 
MTL is one of the four container terminal operators in HK. The other three 
are a local company (Hutchison Whampoo's HTT), ajoint venture (HFT and COSCO, 
a big China shipline) and a multi-national (Sealand). It is the oldest terminal operator 
in HK and currently operates Terminal One, Two, Five and half of Terminal Eight. It 
employs about 2,000 people who mostly are equipment operators and technicians. 
The major shareholder is Wharf, a local conglomerate like Hutchison. 
Like most local companies, MTL does not have an explicit corporate vision 
and corporate strategy. This was also proven quite unnecessary since the demand in 
container terminal industry basically exceed supply years after years and there are no 
close substitutes although the potential threat from Singapore always exists. The 
business environment changed in 1994 when the two nearby container ports in 
Yamtian and Sheukou came into operation. Although the infrastructure in these sites 
are still immature, the substantial discount they offered, plus the price pressure and 
capacity crisis in HK due to the delay in Container Terminal Nine, all led to an 
increasing threat to sustainable profitability for the industry as a whole. 
MTL has a traditional organizational structure and a conservative corporate 
culture. The company also has a class consciousness and decision making is highly 
politicalized. It is now known that the HR and Administrative Manager is emigrating 
and does not want to complicate his work through initiating changes make potential 
failure. 
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MTL pay management system is characterized by : 
• There is a high proportion of variable pay relative to base pay. General 
staff including clerical positions like Office Assistant, maintaining 
technicians and secretaries typically has one third of their income come 
from variable bonus alone. This has excluded the thirteen month pay 
which is guaranteed and all other cash payments like overtime and shift 
allowance. 
• There is a significant amount of overtime pay for low level jobs in all 
functions including operations, information system, maintenance... 
Equipment Operators can easily eam an overtime pay equivalent to base 
pay. 
• Excluding promotion there are normally two salary increase per annum. 
The General Adjustment is an across the board increase and is given on 
January 1 while the Merit Increase is given on anniversary of date joined or 
on last promotion date. 
• Merit Licrease is based on performance rating. Li theory there are four 
ratings - Excellent (EX), Very Good (VG), Good (G) and Marginal (M). 
Li practice supervisors will only use VG and G and there is a forced 
distribution of 50/50 agreed by top management. That means half of the 
people should be rated VG and the rest G. Judgment is simple and 
supervisors only need to sort out the above average performers. 
• There is a defined salary range for each grade and only general adjustment 
will be given for people reached the salary range maximum. 
The extremely high variable pay proportion is typical among all the container 
terminals operator but very exceptional to other industries, where it is not uncommon 
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to have only positions of sales and marketing having a major portion of their pay in 
variable terms. 
The reasons for this industrial practice is mainly due to the seasonal business 
nature. Typically the peak of operations is during the mid-year when shipments are 
prepared for Christmas. By paying a significant amount of variable bonus after the 
peak time can relieve the company needs for extra liquidity and retain people at least 
after the most critical timing. 
The downside is the fact that over the years, the employees have come to 
expect receiving the variable. In actuality, the base salary is kept low in order to 
adjust for the extra months' salary paid through the variable bonus. Thus it will 
become a significant employee relations issue when the company wants to cut variable 
bonus. In that sense the flexibility allowed under the variable pay arrangement is 
reduced. Moreover, it is also not cost effective because the company is paying a 
package competitive in total but still experience difficulties in attracting and retaining 
the people they need, since from recruitment experience candidates usually discount 
the variable bonus due to the possible risk factor. 
This again shows the best practices of using variable pay rest on some 
assumptions and must be supplemented by other tools. The issue that MTL is facing 
is the desire to maintain flexibility so the management does not want to make any 
commitment to pay. Consequently the payout is not tied up with any specific business 
results targets. To the employees, the payout is determined in a “black box，，and at 
least not contingent on their performance in a direct way. Since they do not perceive 
they can improve the payout by working harder, the motivation effect is lost. 
Both the anniversary salary increase and in part the overtime issue are results 
of historical reasons. The anniversary salary increase requires much more 
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administrative work and is costly to both managers and HR Department. This practice 
only remains with companies with limited number of employees and the trend is 
moving towards common increase date quickly. 
Like the variable pay, the overtime issue has also originated from the need to 
maintain flexibility. By asking existing employees to work overtime rather than 
adding full-time permanent employees, MTL can reduced overhead costs during a 
business downturn. This original good intention is “twisted，，over time. With a 
significant portion of payment in variable pay and overtime pay, management of MTL 
keeps down the base pay to control costs. With a very low base pay, overtime pay is 
used as extra incentive to attract and motivate people. It is also used to compensate 
night shift - in addition to shift allowance, operators are allowed to claim for twelve 
hours overtime (already paid 1.5 times of basic hourly rate). This becomes a spiral 
cycle and keeps on be reinforced. It is not uncommon to find equipment operators 
working more than 80 hours of overtime per month. This malpractice do not only 
have cost implication but also mislead management decision on manpower budget and 
process analysis as scheduled overtime statistics is biased. 
We have seen how corporate vision and management strategy affect the pay 
management system, although unfortunately they are all bad examples. Let take a 
look at the merit increase. 
Salary increases under VG and G performance ratings only differ by 2% and is 
practically minimum. But the system is easy and simple to administer. Bear in mind 
majority of the employees including supervisor are manual labor and the distinction 
between above and below average is perceived to be fair. This is in line the best 
practices in the last chapter. However, most other companies studied in this paper 
have more complicated pay management system. The rationale is to fulfill different 
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objectives _ most companies build in a more sophisticated performance management 
mechanism linking the pay increase. The reason why MTL wants a simple system is 
the high ratio of manual labour. 
Since the majority of the workforce in MTL composes of manual labor, it 
does not need to have a system with sophisticated measurement of performance. The 
simple system can already serve the purpose of pay for performance. However, in 
order to maximize the budget allocated, managers usually reserve the VG quota to 
people who still have the opportunity for salary increase within the range, ln this case 
salary increase is driving performance ratings rather than the other way round. 
Li 1994，MTL found itself facing a different competitive environment. At that 
time Marsek and P&0 wanted to sell off their shares and consequently Wharf 
increased its shareholding from 20% to 50%. The first time MTL has a major 
shareholding. That marked the beginning of a business re-engineering process. 
The key impacts on the pay management process include 
• partial conversion of the variable bonus into a fixed monthly allowance 
• redesign of the shift operations and reduced “overtime��work d amatically 
• conversion of the anniversary salary increase to a common increase date on 
Jan 1 
Li short, the pay management system in MTL is characterized as a simple but 
not open system with differentiated pay package to different levels. There are simple 
but tight control mechanism and with minimum pay differentiation based on 
performance. It has a high variable pay portion which links with business results. 
The deviations from the best practices most likely originated from the employee and 
supervisor profile. Most supervisors are promoted from technicians or operators and 
they are not ready for empowerment. The business nature also does not have a high 
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demand on skills level and consequently the pay management system has less 
emphasis on performance and link to employee development. 
Dah Sing Bank Financial Group (DSB) 
DSB is quickly emerging as an important local player in HK financial market 
in recent years. The group currently employs about 1,500 employees and operates 
more than thirty branches, mostly in convenient locations or nearby the Mass Transit 
Railway network. DSB provides a wide range of financial products including 
commercial banking, retail banking, insurance, hire purchase and particularly 
aggressive in mortgage loan. DSB's business environment generally follows the local 
economic trends in HK. The group perceives Citibank, Bank of East Asia and Wing 
Hang as the major competitors. 
The corporate vision of DSB is to become a reliable and loyal business 
partners to customers. Primarily a local company, DSB also has a Japanese minor 
shareholder. From the results of an employee opinion survey, the corporate culture is 
being perceived as relatively conservative and the internal as lacking drive, innovation 
and incentive to improve. This contrasts with the extemal aggressiveness as evident 
by several market leading business initiatives like the credit card program launched a 
few years ago. However, the good product design is often constrained by the lack of 
flexibility during implementation and the rigidity of the operational staff which in tum 
results in ineffective market penetration. 
Decision making is basically centralized in the group. Most decisions are 
made by the senior managers or prior checking are needed. Like most local 
companies, DSB does not particularly emphasize employee development. This is 
evident from the small training budget. The organizational structure is hierarchical 
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and stratified. About 70% of employees are at operational level and only half of the 
population above the officer grades have received tertiary education or above. DSB 
has a strong cost control guidelines built in the management system and this further 
limits the discretionary power of managers in the centralized structure. The 
information technology using in the group is ranked below the banking industry 
average. 
The HR Department is basically divided by functions. The role of HR is 
dominantly administrative and as policeman. HR is perceived to have strong 
leadership. The functional objective is to maintain a smooth operation with the group 
and this is clearly communicated within the department. The sophistication of the HR 
management system used are perceived at the industry average. 
Besides base pay, DSB generally pays half to one month discretionary bonus 
whereby payout would be determined by both company profit and individual 
performance. This is about the industry average. Generally banking in HK does not 
pay a high variable portion with only a few exceptions. Probably this in influenced by 
the high concentration of market shares among the top few banks. The rest do enjoy a 
relatively stable market share and business largely fluctuate with the general economy 
and the outside conditions. 
HR is responsible to propose the annual salary budget. Based on results from 
performance appraisal people are ranked into five groups which define the range of 
salary increase. A wide range of salary increases are available for managers to decide 
and it is considered sufficient for differentiating performance. 
The pay system is not transparent to employees and people do not believe the 
pay management process is fair and pay level competitive. The basic pay 
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management process is applied in different business units with customization to 
specific needs. 
The major characteristics for the banking industry are the benefits rather than 
compensation side. The key retention weapon is the housing loan and other financial 
products offered but these fall outside of the scope of this paper. 
ln short, the DSB pay management system is less simple than that of the MTL 
and not open. The process is standardized across different businesses and the 
differences in pay package by levels not as much as in MTL. It has a lower variable 
pay level and do not emphasize employee development like most of the local 
companies. 
The Roval Hong Kong Jockev Club (RHKJC) 
RHKJC is a non-profit making organization with a monopolistic rights in 
running horse racing and the “mark-six” in HK. It currently employs more than 4,000 
full-time employees, and more than 15,000 part-time employees who mostly work in 
the betting center during the racing season. The full-time employees are stratified into 
five classes : Executive, Assistant Executive, Staff, Catering and Manual Grade. 
Since it has exclusive rights in the colony, its revenue increases annually. 
There are no racing activities during the summer season. Revenue in excess of 
operational costs and tax are donated to charity organizations. Since there is always a 
huge surplus, RHKJC is willing to spend and invest lots of money in getting the state-
of-the-art information technology. 
RHKJC inherited a strong British tradition and has quite a conservative 
culture. The Chairman of the Club is typically a retired General from British military. 
Organization structure is highly hierarchical and stratified. Decision making is highly 
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centralized. People are not keen to make changes and take initiatives. The overall 
atmosphere and culture is very similar to that of the government. 
Key pay management system highlights : 
• base pay targeted at a fixed benchmark group 
• no variable pay, overtime pay and other allowances, cash compensation is 
kept clean and simple 
• strong budget control and detailed guideline to managers in salary 
decisions 
• pay decisions are highly centralized and the pay management system is not 
even opened to supervisors except the top few layers 
• adopted the Hay System in job evaluation and salary administration 
through compa-ratio management 
• highly differentiated treatment for compensation programs and practices 
for different grades 
• emphasize policy consistency within grades 
• HR role is perceived more as policeman and administrator 
Listead of using overtime pay to cope with the highly seasonal business nature, 
RHKJC employs a huge size of part-time labor to run its betting operations during 
racing season. This is quite uncommon to have a part-time labor force of more than 
2.5 times of full-time employees. The highly mobile nature of these part-time people 
implies significant administrative costs in recruiting and on-going management. 
Another fact to note is the absence of variable pay. This deviation from the best 
practices probably can be explained by the non-profit making orientation and the 
protected industry nature. 
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The HR system in RHKJC is very sophisticated and well established. There 
are a complex of guidelines and precedent cases captured in the HR library. These 
make the HR Department more authoritative and leave less room for the managers 
making discretionary decision. 
The conservative corporate culture fits well with the centralized pay 
management system and control over managers. Salary increase in RHKJC depends 
on individual position on the salary range (compa-ratio). Each year the Personnel 
Services Manager will recommend a salary increase percentage for different bands of 
compa-ratio and asks for inputs from managers. The higher compa-ratio, the lower is 
the salary increase. This assumes people are developing along a normal learning 
curve. There are more learning opportunities when people are first assigned to a job 
and the slope for learning curve declines with years on jobs. The salary increase 
recommended by Personnel Services Manager is the ceiling a manager can give to 
their subordinate and has been assumed the individual is progressing at top speed. 
The only flexibility a manager has is to give an increase lower than the recommended 
percentage. 
RHKJC has a sophisticated and relatively close pay management system. The 
pay package is highly differentiated by categories of staff although the process is 
standardized throughout the organization. Managers are tightly controlled. Although 
RHKJC spends a lot of money in training, the pay management system is not 
explicitly linked with employee development. To many employees, pay is linked with 
seniority more than performance. There is no variable pay but a relatively rich 
benefits package available. Relative to other companies studied in this paper, RHKJC 
has more deviation from the best practices model. One of the main reason is its non-
profit oriented business nature and a strong “colonial��corporate culture. 
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Kowloon-Canton Railwav Corporation (KCRC) 
KCRC is a public utilities company providing railway transportation services 
with the network primarily in the New Territories. It is incorporated and is 
independent of the government intervention. Currently KCRC employs about 3,500 
employees and divided into three divisions : Heavy Rail, Light Rail and the Corporate, 
with the possibility of the fourth being the North-Westem Rail. The company mission 
after the recent strategic rethinking is to become the most profitable privately run 
railway corporation in the world. 
The organizational structure of KCRC shares many similarities with the 
Jockey Club. It is also hierarchical and stratified and has a high degree of class 
consciousness among different categories of staff. The HR system is quite 
sophisticated although not as complex and organized as that of the Jockey Club. 
The HR department is structured around the three client divisions and then by 
functions. Each division is run quite independently and there are quite some 
variations over the HR policies and practices among them. 
Due to the special business nature, KCRC faces no direct competition and 
enjoys a remarkably stable demand conditions with steady increase in revenue. The 
only possibly limitation is its own capacity and this is the reason why it began to 
renovate its facilities and equipment and review the process design like people flow in 
the station and rail route in recent years. Seasonal fluctuation is minimum. 
The compensation system in KCRC is relatively closed. People generally are 
not familiar with the compensation philosophy nor the mechanics how the pay 
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management system operate, particularly with a major change in the system two years 
ago. 
The pay structure in KCRC is very simple. Like Jockey Club, it has no 
variable pay. Li the past, annual salary increase is separated into two portions : the 
general adjustment and merit increase. The former is mainly catch-up to inflation and 
the latter is differentiated by performance. KCRC switched to all-performance based 
salary increase system two years ago and this has allowed more significant and 
meaningful pay differentiation. 
Performance is evaluated through the annual appraisal by ranking the relative 
position within the department. There are totally 5 performance ratings. A range of 
salary increase for each rating is determined by HR and forms the ceiling of salary 
increase for people so rated. This represents a significant change in attitudes towards 
compensation and away from the old “iron rice bowl" concept. No salary increase is 
now a reality for someone does not perform. There are additional guidelines given to 
managers on how salary planning should be done and generally perceived as a 
relatively controlled system. One of the reason why so many checks are built into the 
system is because of the management quality. Many people supervisors are promoted 
from rank and files and generally are perceived to lack management skills and 
knowledge. 
Due to the closeness of the pay management system, employees are not 
trusting the system as a fair and competitive pay program. However, KCRC is 
beginning to disclose the salary increase percentage and budget. 
Currently there is no employee development or career development programs. 
This is more challenging since 80% of the population are manual labour and thus it is 
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not an area of major focus. KCRC is on the way defining the competencies it needs to 
succeed and meet its mission. 
One similarity with the Jockey Club is that both companies have a strong 
union that is predominantly concerned with the pay management programs. Actually 
the Jockey Club has set up a special section within the HR Department to handle 
employee relationships which essentially are managing union relationships. Liputs are 
sought and a consensus must be reach before the launch of the annual salary increase 
exercise. 
It is interesting to note that although KCRC shares a lot of similarities with 
RHKJC in terms of organization background and business nature, the pay 
management system in KCRC is evolving towards the best practices model in many 
way. Although the system remains stratified and does not have a variable pay portion, 
it is becoming more open and loosening control over managers in making pay 
decisions. It is designing the competency matrices and differentiate pay by 
performance. 
The Dow Chemical Company (Dow) 
The Dow Chemical Company was established by Herbert Dow in Midland of 
Mississippi, US in 1898. At present Dow is the second largest chemical company and 
the tenth largest industrial company in US. Dow divides her operations into four 
geographical areas : North America, Latin America, Europe and Pacific. Dow Pacific 
was founded in the 60's and operations now covers Greater China, Japan, Australia (& 
New Zealand), Korea, Indonesia, Singapore (& Malaysia)�tidia nd Philippines. 
Dow currently manufacture and supplies more than 2,000 product families, including 
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chemicals and performance products, plastics, hydrocarbons and energy, and 
consumer specialties - which include agricultural product, pharmaceuticals and 
consumer products. The company operates 183 manufacturing sites in 33 countries 
and employees about 40,000 people around the world. 
The chemical business is very cyclical. Dow had a sales of US$19 billion and 
a net profit of US$2.4 billion in 1988. She was the sixth most profitable company in 
the US and among the top 20 in the world. The net profit further increased to US$2.6 
billion and operating income topped US$4 billion in 1989. Fueled by the optimistic 
outlook, Dow had expanded in a rate unmatched in her history. However, the bottom 
of business cycle set in in 1990, followed by substantial fall in product prices and 
Dow experienced the worst three years (also unmatched) in Dow's history. Earnings 
per share dropped from US$9.2 in 1989 to a low of US$0.99 in 1992. 
The Dow Chemical Leadership Team (DCLT), consisted of the CEO, 
Presidents and Vice Presidents in Corporate together with the 4 Area Presidents, 
developed the BLUEPRINT by the end of 1993 after a business rethinking process 
that took for nine months. It would be the global corporate vision leading Dow 
Chemical Company towards 2010. The BLUEPRINT includes a strategic intent of 
setting competitive standard business by business, some management priorities and 
the corporate culture as a winning combination with the new structure and strategy. 
Licidentally the business cycle began to rebound after that. The annual sales reached a 
record high ofUS$21 billion in 1996. 
The Global Human Resources Vision is "Enabling Business Success Through 
People .��They believe the strategic intent of Chemicals and Plastics - Setting the 
Competitive Standard Business by Business 一 can only be achieved in an organization 
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that through effective leadership, has the right people working in the right 
environment, organized in the most effective manner, with each individual committed 
to the achievement of well-defined strategic and tactical objectives. 
The Human Resources function plays a vital role in assuring that the Area and 
Function implementation plans include a human resources perspective. Doing so 
requires knowledge of business strategies, technical skills, implementation plans, and 
a keen sense of how people in the organization work both individually and together 
for maximum effectiveness. 
Dow values people as its most important assets and diversity of people is 
crucial to Dow's long term success. After a major restructuring, the organization has 
slimmed to six layers from the Global CEO down to field sales. Traditionally Dow 
had a matrix system but 60% of the organization is now aligned by business units with 
an ultimate target at 80%. Since the production process is pretty much automated, 
most of the labour force is well educated. High priorities are given to state-of-the-art 
information technology and management system. 
Key pay management system highlights : 
• base pay targeted at a fixed benchmark group 
• variable pay tied in with business results and individual performance 
• compensation linked with employee development process 
• minimum control and managers are empower to make pay decisions 
• standardized pay management process 
The pay management system does not fit well in terms of openness taking into 
account of the corporate culture. Due to the rapid process change initiated by the 
reengineering, many managers were not well prepared in terms of competency and 
having the psychological readiness to take up the role demanded by the system. This 
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may be one reason why the organization is not yet ready for a more open pay 
management system yet. 
Before reengineering, Dow used to have a more system control over salary 
administration. This worked well under the hierarchical structure. Even the variable 
pay was a zero sum game which led to either unnecessary competition within a work 
team or failure in motivating people to perform. Under this constraint even managers 
did not feel comfortable to differentiate performance. 
Under the new compensation system, variable pay is only linked to company 
performance and individual achievement against goals. For base pay, employees are 
managed on relative position to a competitive market median pay. Performance 
expectation and competency requirements are properly documented to facilitate 
managers in performance and compensation management. 
Dow does not have a simple pay management system. It is opening up the 
system and shifting the ownership of the pay management system to management. 
Besides these, Dow basically follows the best practices model - there are not 
differentiation of pay package by level, the pay management process is highly 
standardized, managers have extensive flexibility in making pay decisions, pay is 
linked to performance, competency and business results. Pay management is linked to 
employee development and performance management is part of the corporate culture. 
Intel 
Mel is an US based multi-national corporation specializing in production and 
marketing of silicon chips and processor for personal computers. It is the market 
leader in terms of both the market share and technological innovation. Litel's revenue 
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quickly rose to above US5 billion in the 90，s and is currently employing about 100 
people in HK. 
LUel has a primarily matrix structure. It is further characterized by the flexible 
work team formed on an ad hoc basis. Project teams are formed to address particular 
business needs from time to time and disbanded once the needs no longer exist. This 
provides the company the maximum flexibility in utilizing human talents and 
overcome the usual compartmentalization and bureaucracy in huge multi-national 
corporation. Besides, this also minimizes the responses time needed and creates an 
extremely dynamic workforce which is in part is attributed to the lean organization. 
Intel has an quite open compensation system. People are generally aware of 
the corporate compensation philosophy and the mechanics in pay management. 
However, their trust is more driven by the competitive pay level attained rather than 
the pay management process itself, since Litel targets itself to be at the upper quartile 
of the general market. 
Due to the size and dispersed population in Pacific, including secretarial 
support, there are usually one to two persons in the HR department in each country so 
there is not process specialization. HR is responsible to propose a salary increase 
budget after survey. Actual salary increase is determined by the ranking and rating 
within each level in the annual appraisal exercise done by the whole management 
team. 
The same pay management process is adopted consistently worldwide. Since 
the industry environment Intel faces is highly competitive and particularly vulnerable 
to technological innovation, an extremely high proportion of pay is put at risk The 
proportion can exceed 50% of the total package when stock grants and options, 
employees' stock purchase program, tax program and variable bonus are included. 
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Variable pay payout in Litel is tied up with individual performance and company 
business as reflected by stock prices performance. 
Also due to the high-tech industry nature, the company strongly emphasize 
employee development to maintain the competitive edge over competitor in product 
development and research. Career and succession planning are crucial to the 
company's long term success and is managed at the top management level. 
Marks & St>encer (M&S) 
M&S is an UK based multi-national retailer and listed in UK. Its business has 
a strong concentration in England which makes up 94% of the corporate profit. M&S 
employs over 60,000 people and currently operates 628 branches over the globe. It 
started the HK operations eight year ago and currently hires about 700 employees in 8 
branches. 
With a corporate vision of “Quality, Value and Services���it is M&S's belief 
that management must understand how the business operates including all functions. 
M&S highly values employees inputs and encourages continuous challenge existing 
practices. The organizational structure is highly hierarchical in UK but quite lean in 
HK. With a strong drive for global competitiveness, many management processes in 
M&S are standardized with most operational decisions decentralized. 
The retail industry is a seasonal business with a high concentration of turnover 
in Chinese New Year, Easter, Christmas and the sales period. M&S does not position 
herself against any existing market players with the exception of British Home Store 
(BHS) which is not yet developed into a threat in HK. 
Some key highlights for the pay management system : 
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• The HR Department in HK is structured by processes. The annual salary 
increase exercise is led by a Salary Review Team formed each year. The 
team drives members from different functions and is responsible for the 
market analysis and salary increase proposal, which is submitted to HR for 
approval. 
• One can expect to find a higher variable pay proportion in the overall pay 
structure due to the business nature but surprisingly the discretionary bonus 
only composes of about 6-7% of the total cash. This is because the 
Company believes there are too many other factors affecting retails sales so 
they de-emphasize the link between individual pay and sales achieved. 
The reason is that it is seen to be unfair even to tie up the branch or team 
sales and put a higher portion of pay at risk since the locations, timing, 
competitor pricing strategy and the economic atmosphere all have 
tremendous impact on the final sales. 
• M&S has a sophisticated ranking mechanism for ongoing salary 
administration. Each year managers together rank their people in terms of 
job impact and performance and review their salaries reflecting this 
relative position. 
• With this ending salary management instead of concentrating on pay 
increase percentage from year to year, M&S still imposes a budget for each 
work group although managers have total discretionary power over how to 
spend the money within the group. 
As a British company, it is surprised to contrast the company culture against 
The Royal Hong Kong Jockey Club. The latter is actually found to be more “British，， 
in the classical sense. M&S is less class consciousness although not as much as in an 
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American company like Dow. The pay management system is still relatively 
complicated and can be further simplified. However, the annual salary increase 
process is quite open. Unlike Dow, the pay management process is not standardized 
across areas. The main reason is due to organizational maturity. The Salary Review 
Group in HK is basically served to build up employees' trust and buy-in to the system. 
Li UK, the process is much more sophisticated and repeated for long times so the 




Throughout this paper, we have examined briefly the debate over whether pay 
matter to business results. Since payroll represents a significant portion of total 
expenses, pay management deserves a great deal of attention even we do not have 
conclusive evidence on the above controversies. 
We then looked at how pay management system can be used as a tool to create 
and maintain competitive advantages. Findings on the best pay management practices 
from various benchmarking studies are summarized. Since most of these studies are 
done in US or Europe, we attempt to apply the best practices to three groups and 
seven companies in HK. 
Due to the vast differences in culture and business conditions, there are 
variations in the best pay management practices even among the survey participants in 
the benchmarking studies. There is simply no a single path in the quest for 
excellence. This paper have looked at whether the best practices identified in US and 
Europe are generally appropriate for other countries in the Asia-Pacific region, and if 
not，what would be the reasons for this situation. Generally the factors shaping the 
pay management system design are summarized as follows : 
• corporate vision and mission 
• corporate culture and values 
• organizational structure 
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• company size 
• HR leadership 
• employee profile 
• information technology 
• business environment 
A more detailed discussion will be followed. 
However, it is important to note that the design of pay management system are 
not necessarily, and more often not, resulted from strategic analysis of business needs. 
Every company can simply have a compensation system adopted from history and has 
been using for a long time. Managers are reluctant to change particularly pay is a 
topic that every company is concerned with and the retums probably not worth the 
risk. 
Corporate Vision and Mission 
Different companies have different organizational objectives, fo modem 
corporations where ownership is separated from management, corporate vision is 
decided by professional managers together with the Board of Director elected from the 
General Shareholders' Meetings. Unlike in Asia Pacific where usually an individual 
or family holds controlling interests of a company, the share holding is relatively 
dispersed and usually the majority is represented by a coalition of different interests. 
This reliance on shareholders' support sometimes put on pressure on the overall 
objective and strategy for the corporation and sometimes represent an additional 
unstable factor. 
In many developing economies in the Pacific, management philosophy and 
practices are less sophisticated and mature than in the States. They may not be even 
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clear of the direction the company is heading towards. As the corporate vision drives 
the mission and strategy, complication and sophistication of pay management system 
is expected to be in direct proportion of sophistication of corporate vision. The 
clearer the corporate vision is, the more consistent pay management system can be 
expected over time. 
Generally profit maximization is the most important goal for most firms 
except for public and charity organizations. However, there are exceptions. The 
objective of Japanese firms is not limited to promoting the interests of shareholders 
but also other stakeholders such as companies in the same coalition group. Thus 
performance may not be the most important success criterion in people management 
as in the Corporate America. On the other hand, Hong Kong companies in this 
respect shares many similarities with the American companies. It is expected that the 
pay for performance, competency and business results will be more common among 
companies who have corporate mission statements with more emphasis on profit and 
results measurement. 
Another variation lies in the time orientation. There are significant differences 
in the time horizon using for strategic planning between the two regions particularly 
using Japan and Korea as examples comparing against the American companies. The 
former two holds much longer term perspective in management and strategic 
consideration. Company with shorter term perspective will tend to provide financial 
incentive to motivate employees with a more aggressive pay strategy. 
Moreover, for companies undergoing the optimization or re-engineering 
process, there is a strong need to adapt to the new environment and they will most 
likely require their people to acquire additional skillsets and change their mindset. Li 
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this case the pay management system will be more likely linked up with competency 
and business results. 
Corporate Culture 
One of the best pay management practice is openness and simplicity. For 
company without a culture of openness and equalitarian tradition, there will be a 
psychological barrier to managers to disclose more information down the 
organization. This is one of the reason why most of the companies studied in this 
paper do no have an open pay management system. 
The merits of opening up the pay management system lies in both 
• the sharing of goals and company strategy so that the message of pay for 
performance, competency and company results are clearly communicated 
and understood 
• building up of trust in the management and the system 
These will not be achieved if managers do not feel with the high level of 
openness and disclosure in the system. 
Sometimes the employees are also not ready for a transparent pay management 
system. When more information is disclosed, it is the level of readiness and attitude 
of individuals that will determine the extent of motivation to accept the new system. 
For people who are more suspicious and distrustful of the management, simply 
opening up the system will not be appreciated. Prior training, proper and consistent 
message should be given in communication sessions to guide people's attitude and 
convince them of the value over the longer term. 
Corporate culture also have influence on the control mechanism built into the 
pay management system. The more conservative the company culture, generally the 
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more centralized decision making will be and supervisors are less empowered to 
manage their people. This will reflect in the degree of details given in the pay 
management policy or guideline as well as the requirements on salary budget 
approval. Empowerment of supervisor and individual businesses rest on the 
assumption of self discipline and their competency in pay management. Very often 
this assumption fails. It is common for managers to decide on pay position based on 
their prejudice and subjective assessments. Many employees are not given formal 
performance appraisal annually. This is particular the case when the multi-national 
corporation align their structure by process. It is no longer a joking matter when 
employees find out their supervisor do not aware that they are reporting to him. There 
can be serious quality control issue over employee and supervisor empowerment. 
We also mentioned earlier that corporate culture can facilitate effective 
implementation of a pay management system. Thus we can expect a company with a 
clearer vision to have a more successful pay management system. 
Most companies believe in people as their most important success factors and 
want to attract and maintain good personnel. Listead of paying a competitive wage, 
investing in people and providing more employee development opportunities is a 
common and effective strategy. We mentioned earlier the best practices studies show 
linking the pay management process with employee development is critical to long 
term business success. However, in organizations with less growth opportunities like 
those in declining industries, there is not much point to link compensation with 
employee development process. This may only foster unrealized expectation and 
building up pressure unnecessarily within the system. 
Depending on the company culture (and vision), pay for performance is not 
very common particularly among some countries where seniority and group 
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acceptance may be more important in individual performance management. It is a 
challenge to many multi-national corporation to educate their managers in countries 
like Japan and China to differentiate pay by performance. It can destabilizing to the 
organization and demotivate people due to differences in mindset. 
Many multi-national corporation emphasize diversity as a key corporate value. 
This has impact on the design of the pay management system in two ways. On the 
one hand there are strict legal requirements in many countries on the process so that 
there are no discriminatory features of any kind. On the other hand the company must 
strike a balance in respecting geographical, cultural and other differences. 
Li short, corporate vision determine the direction where and how fast a 
company is going. This has tremendous influence on the pay management system. 
The best pay management practices modeled on the US companies and may not be 
consistent with the organizational objectives of other companies over the world. The 
company culture is the value system arising out of conscious or unconscious efforts 
and may or may not reflect the corporate vision, ]f there is a mismatch between the 
corporate culture and the best pay management practices, the latter may not deliver the 
desirable results in the short run and depending on the reason of this mismatch, can be 
against the organizational objectives in the long run. 
Organizational Structure and Company Size 
Although the organizational structure of a company is usually the end product 
of other policies, it may also affect the pay management practices. The leaner an 
organization and the wider the management span of control is, the less time a 
supervisor can spend on coaching and pay attention to the subordinates，pay. Thus the 
simpler the system and the more standardized the pay management process is the 
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better. Moreover, the increasing popularity of business aligned structure in multi-
national corporation also make the implementation of pay for business results 
possible. 
The design of pay management system also depends on the size of company. 
A pay management system has overhead costs. The more sophisticated the pay 
management system is, the more employees it need to serve to be cost effective. The 
best pay management practices described in previous chapters are based on surveys 
done on large reputable and prestigious multi-national corporations in Europe and 
America. Their management systems has evolved over long period of time and has 
attained a high degree of sophistication. Their management system including pay 
management may not be appropriate for smaller and local organizations. 
HR Leadership and Vision 
The design of pay management system is ultimately driven by HR leadership 
in a company. As said, the best practices studies show most successful companies 
have their HR Department seeing themselves more as business partner and consultant, 
less as policemen and pure administrator. This vision has significant implication on 
the pay management system design. 
HR Leadership Team will determine the organization structure like alignment 
by process, set up the Strategic Center and decide which HR activities will be 
outsourced. They will also make an judgment on the whether to standardize the pay 
management process and make the system more open. 
Li many multi-national corporations the pay management system is imposed 
by the Corporate HR and the local organizations are left with no choice. To drive to 
save costs and technology excellence very often demand for a standardized process to 
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apply to all subsidiaries. This sometimes may rule out the local need for 
customization and to be different. 
Employee Profile 
This has been partly covered in the section on Corporate Culture. Generally 
desirable results achieved by the best pay management practices also rely on the 
employee background like educational level. For manufacturing sites where there are 
predominantly manual labor, a simple pay management system with less variation and 
easy to understand probably is very important to secure their buy-in. 
The nature of work also matters. The best pay management practices studies 
show that most successful companies tie their pay with performance, competency and 
business results. However, for clerical jobs, technicians / operators and supportive 
jobs like Mormation System, Legal, etc., sometimes their job nature make it difficult 
to measure their performance level nor business impact. For jobs like sales this is 
much easier. 
Moreover, the level of work also affects the best pay management principle 
applicability. For junior level jobs, it is unlikely they will have visible influence on 
the results of a business unit or even the company overall results. It may be unfair to 
the employees to put their pay at risk and tie up with something they do not have 
control over. This will not motivate them to perform since to them the target is too 
remote. 
Because of these reasons, it is uncommon for companies to differentiate pay 
practices by employee category and level within an organization. This, however, may 
contradict the drive for consistent and standardized process. 
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Information Technology 
Liformation system is the necessary tool for any effective management. Li 
many ways how the pay management system operates really depend on the 
advancement of information technology. Salary planning is easy and quick in 
electronic era where detailed analysis and tailor-made reports can be generated at the 
tip of a manager's finger. 
Process standardization critically depend on the availability of the appropriate 
technology. The higher degree the process is automated and less manually driven, the 
easier and cheaper in standardizing pay management process. 
One concern in opening up the pay system is whether the right messages are 
communicated through the manager to employees so that they understand the 
reasoning and philosophy behind the system. With advancement of technology, it is 
easier to achieve this through video conference and electronic mail. 
Computerization also makes control over pay management an easier job. Li 
short, information technology make the best pay management practices 
implementable. Without that some of the best practices are just too costly to apply or 
simply cannot be achieved. Li that sense information technology like pay 
management system is an enabling technology helps the organization achieve its 
goals. 
Business Environment 
So far we have only examined the relationships between some internal factors 
within the company and the best pay management practices. External business 
environment also have an impact on the design of pay management system. 
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The changing business environment is constantly posing new challenges to 
companies. Some of the management systems and practices inherited historically may 
not be able to adapt to the new environment. Like a bureaucratic organizational 
structure and organizing business on geographical basis, many companies feel 
increasingly difficult to meet the needs from globalized competition. 
Consequently, many companies have undergone a re-engineering process to 
rethink their old way of doing business, corporate culture and supportive management 
systems to better fit the new requirements. Pay management system will be no 
exception and must be modified to support the business initiatives. This is evident in 
the increasing use of variable pay even among companies in Pacific countries and 
paying for competency. 
Business environment has an indirect influence on the pay management 
system. Many companies keep an eye on how the other companies, particularly those 
successful in competing for business or human talents, are doing. Benchmarking 
studies like those used in this paper are becoming more common. The change in 
business environment will have impact on the pay management practices of different 
companies in one way or another. This will gradually impact on the general industry 
competitive practice which will be a policy reference to individual companies. 
The industrial characteristics also affect the pay management system design. 
Company would like to better hedge their risks through matching of expenses and 
revenue. For companies facing a highly cyclical business cycle or experiencing 




We have visited the major variables in affecting the pay management system 
design in a company. The above list in this chapter will definitely not be an 
exhaustive one and there are some company-specific factors not captured here. 
Examples include company historical factors, individual manager's preference and 
judgment. 
As we mentioned in Chapter I，the pay management systems in many 
companies have remained unchanged over decades while the extemal environment 
changed drastically. This led to misfit and ineffective pay management, in tum 
feeding the belief that pay management does not matter. The power of history may 
simply replaces a strategic analysis of organizational needs. 
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SURVEY COMPANffiS ESf SARATOGA (EUROPE) 
Allied Signal 
American Express 
Asea Brown Boveri 






























SURVEY COMPANIES JN THE AUSTRALIAN HUMAN RESOURCE 
BENCHMARKING PROGRAM 
MESmS[G 
BHP L-on Ore 
Comalco Minerals & Alumina 
Pacific Coal Pty Ltd 
MANUFACTUFONG 
BHP Engineering 
Caltex Refining Co. Pty Ltd 
Carlton & Untied Breweries (NSW) Pty Ltd 
ELECTRICITY, GAS & WATER 
ACT Electricity and Water Authority 
Australian Gas Light Company 
Alinta Gas 
Eastem Energy 
Electricity Corporation of New Zealand 
Electricity Trust of South Australia 
Gas and Fuel 
Hydro Electric Commission, Tasmania 
Prospect Electricity 
Snowy Mountains Hydro-Electric Commission 
South-East Queenland Electricity Board 
Sydney Water Corporation 
Water Authority of Western Australia 
COMMUNICATION 
Ericsson Australia 
New Zealand Post Limited 
Telstra Corporation 
TRANSPORT AND STORAGE 
State Transit Authority of New South Wales 
Transperth 
Westrail 
City Rail - Division of State Rail Authority (NSW) 
Queensland Rail 
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SURVEY COMPAN正S JN THE AUSTRALIAN HUMAN RESOURCE 
BENCHMARKING PROGRAM 
WHOLESALE AND RETAH. TRADE 
Digital Equipment Corporation (Australia) 
National Pharmacies 
Target Australia Pty Ltd 
Canon Australia 
BANKING 
Commonwealth Banking Corporation 
National Australia Bank 
Reserve Bank of Australia 
Westpac Banking Corporation 
ES[SURANCE 
HCFofAustralia 
Royal Automobile Club of Victoria 
State Government Insurance Commission 
Tasmanian Government Insurance Office 
OTHER 
Building Management Authority 
Royal Blind Society 
csmo 
EDUCATION, MUSEUM AND LffiRARY SERVICES 
Curtin University of Technology 
Edith Cowan University 
Monash University 
Nothem Territory University 
Queensland University of Technology 
Royal Melbourne Institute of Technology 
The NSW TAFE Commission - Hunter Institute ofTechnology 
University of South Australia 
University of Southern Queensland 
University of Melbourne 
University of New England 
University of Wollongong 
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SURVEY COMPANIES JN THE AUSTRAUAN HUMAN RESOURCE 
BENCHMARKE^JG PROGRAM 
Charles Sturt University 
Victorian University of Technology 
University of Technology - Sydney 
PUBLIC ADMES[ISTRATION 
Australian Quarantine & Inspection Service 
Brisbane City Council 
City of Glenorchy 
Department of Administrative Services (Vic) 
Department of Business Industry & Regional Development (Qld) 
Department of Conservation and Natural Resources 
Department of Employment, Vocational Education, Training and Industrial Relations 
(Qld) 
Department of Finance 
Department of Housing, Local Government & Planning (Qld) 
Department of Planning & Development (Vic) 
Department of Premier, Economic and Trade Development (Qld) 
Department of Primary Industries (Qld) 
Department of Primary Industries and Energy - Australian Quarantine and Insepection 
Service (Commonwealth) 
Department of Transport (Qld) 
Department of Water Resources (NSW) 
Engineering and Water Supply Department 
Juvenile Justice 
National Library of Australia 
Office of the Board of Studies 
Queensland Treasury 































E.I. Du Pont De Nemours & Co. 
Electronic Data Systems Corp. 
Glaxo Inc. 
GTE Directories Services Corp. 
Guidant Corp. 
ffiM Corp. 
London Life Insurance Group Inc. 
Procter & Gamble Co. 
Promus Companies 
The Times Mirror Co. 
United Technologies Automotive 
UOP 
Upjohn Co. 
Warner Lambert, Inc. 
Westinghouse Electric Corp. 
White Consolidated Industries, Inc. 
W.R. Grace & Co. 
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